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Audit Report — Sewer Connection Fees and the Establishment of New
Sewer Accounts

To: Thomas Gordon, County Executive
Timothy Mullaney, Chief Administrative Officer
James McDonald, Chief of Staff
Bernard Pepukayi, County Attorney
Michael Coupe, Chief Financial Officer
Wayne Merritt, Acting General Manager of Special Services
George Haggerty, Acting Land Use General Manager

Opinion

In our opinion, adequate internal controls exist in all material respects over the
collection of sewer connection fees. However, internal controls over the establishment
of sewer accounts need improvement.

We have identified two Significant Deficiencies in internal controls over the timely
establishment of sewer accounts:

e Controls need improvement over the establishment of sewer accounts for “new
construction.” More than 65 new parcels in our test sample were identified as
having sewer service, but were not paying the County for this service. Details
can be found on page 10.

e Controls need improvement over the establishment of sewer accounts for
owners of “existing parcels” who decide to connect to the sewer system.
Approximately ten percent of the accounts tested for “existing parcels”
connecting to the sewer system were identified as having sewer service, but
were not paying the County for this service. More details can be found on page
21.

As a result of these parcel owners not paying for their sewer service, the existing sewer
customers are technically subsidizing the nonpaying sewer customers’ service within the
Sewer Fund.

Revenues collected for sewer service are deposited into the Sewer Fund. In recent
years, however, expenses have exceeded revenues. In the Fiscal Year ending June 30,
2014, the County suffered an operating loss of $1.4 million for the Fund. When the non-
operating revenues and expenses were factored in, the Sewer Fund had a loss of $8.9
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million. Collecting sewer revenue from unbilled accounts could help towards this
deficit. We believe sewer fee revenues can be increased by strengthening internal
controls over the establishment of sewer accounts. (Note: For the fiscal year ending
June 30, 2015, there was operating income of $2.3 million for the Sewer Fund; however,
factoring in the non-operating revenues and expenses, there was a $7.8 million loss for
the Fund.)

Please note that we had a very productive meeting with management on November 30,
2015 and jointly discussed several ideas to improve internal controls over the
establishment of sewer accounts. A follow-up meeting was held on January 28, 2016 to
go over some of the audit findings. We also held a closing conference on February 16,
2016 to discuss the draft audit report.

This report also contains Other Reportable Items beginning on page 31.

Audit Background

After performing our audit of Sewer Billing, we decided to perform an audit of sewer
connection fees to analyze the internal controls over connecting to the New Castle
County (NCC) sewer system and, once connected, ensuring a sewer account has been
established to levy sewer charges.

New Castle County provides sewer service to more than 130,000 customers who
generate in excess of 50 million gallons of wastewater each day. The County manages
this process as an enterprise fund, meaning that revenues collected as sewer service
fees should cover expenses incurred in providing sewer service.

Overview — New Castle County Code

Relevant NCC Code references which pertain to connecting to the County’s sewer
system are as follows:

e Chapter 38, Article 2, Division 38.02.000, Section 38.02.001.A states “No
connection shall be made to a County sewer unless a sewer permit has been
properly issued by the Department of Special Services in accordance with
Section 38.02.101.” Section 38.02.101.D states “All applications and permits are
subject to the approval of the General Manager of the Department of Special
Services and the General Manager of the Department of Land Use.”

e Chapter 38, Article 2, Division 38.02.000, Section 38.02.011.A and .B state
“Extensions of the sewer system may be made at the discretion of the General
Manager of the Department of Special Services to service homes with failing
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septic disposal systems and surrounding properties as determined appropriate
when at least seventy (70) percent of the property owners within the proposed
service area support such an extension. All property owners within a septic
elimination service area shall connect to the County sewer system within one (1)
year of receiving written notification from the Department of Special Services
that such service is available.”

e Chapter 38, Article 2, Division 38.02.000, Section 38.02.012 states “The costs of
new treatment works, sewer interceptor or trunk line construction shall be
borne by the prospective users of such treatment works, interceptor or trunk
line ... and no certificate of occupancy shall be issued for the structure until the
appropriate contributions have been paid.”

e Chapter 38, Article 2, Division 38.02.000, Section 38.02.014 states “The
Department of Special Services shall charge the following fees for connection to
the sewer system.

1. Capital recovery fee. A capital recovery fee shall be paid by any property
owner connecting to the New Castle County Sanitary Sewer System. The
amount of the capital recovery fee shall be determined by the
Department of Special Services, which shall maintain a sewer district map
reflecting all capital recovery fees.

2. Lateral fee. A lateral fee is assessed by the Department of Special Services
to cover the cost of providing a lateral stub to the property line and for
inspecting and processing the tie-in of the on-site sewer to the stub. The
Department of Special Services shall establish fees to cover the varying
county costs that may be required for different types of installations. If a
building permit is required for the lot or parcel, the lateral fee shall be
paid in full at the time of building permit application. If a building permit
is not required, the lateral fee shall be paid at the time of connection.

3. Sewer inspection fee. The sewer inspection fee covers the cost of
inspecting newly-constructed sewer infrastructure and is assessed
pursuant to Appendix 2 to Chapter 40 of this Code.

4. SSSA interim service charge. The Southern Sewer Service Area (SSSA)
interim service charge shall be paid in consideration for the county
providing interim sewer service in the SSSA. The county plans to provide
such interim service through the Middletown Wastewater Treatment
Facility and Water Farm Number One while it evaluates and constructs
the best long-term treatment and disposal system to service the area.
The Department of Special Services shall establish the charge based upon
the cost of operating and maintaining such interim service. The
administration of the charge shall be pursuant to the Department of
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Special Services' written policies regarding the allocation and provision of
interim sewer service in the SSSA.”

° Chapter 38, Article 2, Division 38.02.500, Section 38.02.502 states “All real
properties directly or indirectly connected to any sewer system operated by
the County shall be liable for sewer service charges as provided in this
Division. Both the owner and the occupant of such properties shall be liable
and shall pay the sewer service charges, but the total joint liability shall not
exceed the total amount of the charges.”

Audit Objectives

The objectives of this audit were to determine whether adequate internal controls exist
to ensure:

° All sewer connection fees due to NCC are timely collected from customers
desiring to connect to the NCC sewer system.

° A sewer service account is timely established for every customer connected
to the NCC sewer system.

° Prior years’ missed sewer revenue is being pursued for sewer accounts not
established on a timely basis.

Scope

We conducted our audit in accordance with Generally Accepted Government Auditing
Standards promulgated by the United States General Accounting Office. Our audit
encompassed testing, for both new and existing construction, sewer connection fees
and the establishment of sewer service accounts.

Professional auditing standards require that we plan and perform the audit to obtain
reasonable assurance whether internal controls are adequate in all material respects.
Our audit of internal control included obtaining an understanding of the internal
controls in place for the collection of sewer connection fees and the establishment of
sewer accounts, testing the operating effectiveness of the controls, and performing such
other procedures as we considered necessary in the circumstances.

Our evaluation of internal control may reveal three categories of internal control
deficiencies. The first two categories are of a much greater magnitude than the third
category.
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° A Material Weakness is a matter that, in our judgment, could adversely affect
the County’s ability to accomplish its major objectives regarding sewer
connection fees and/or the establishment of sewer accounts.

° A Significant Deficiency is a control exception that is of a lesser magnitude
than a material weakness; however, it could potentially have an adverse
impact upon the County’s future ability to accomplish its major objectives
regarding sewer connection fees and/or the establishment of sewer accounts
and, therefore, warrants management’s attention.

° Other Reportable Items are opportunities for improvements in the system of
internal control over sewer connection fees and/or the establishment of
sewer accounts.

In general, our testing involves audit sampling. We evaluate the results of the tests and
use professional judgment, based on the number of exceptions and/or the materiality of
such exceptions, whether to include exceptions in the audit report and, if so, in which
category to include them. In some cases, we perform additional testing to help us
obtain additional audit evidence in making such evaluation and determination.

Because the scope of an audit does not allow us to examine every single function and
transaction performed by an area, an audit would not necessarily disclose all matters
that might be material weaknesses, significant deficiencies, or other reportable items.

Title 9, Chapter 14, Section 1405 (d) of the Delaware State Code states that the “County
Auditor shall follow-up on audit recommendations to determine whether corrective
measures have been implemented and may request period status reports regarding
actions taken to address deficiencies and recommendations.” The County Auditor will
request a status report, six months after the audit, from the Office of Finance to follow
up on the properties identified in this audit. Based on the report supplied to the County
Auditor, he will opine whether the third objective of the audit has been satisfied. (This
objective deals with the prior years’” missed sewer revenue being pursued on a timely
basis.)

Response

Management’s response is included after each set of recommendations.

cc:
NCC Council Antonio Prado, Communications Director

NCC Audit Committee Denzil Hardman, Accounting & Fiscal Manager
Samuel Guy, Deputy CAO Betsy Gardner, Clerk of Council
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Background — The New Castle County Sewer System

Per New Castle County (NCC) Government’s Comprehensive Plan, NCC is primarily
responsible for all sewer lines outside the incorporated municipalities of the County. To
provide this service, the County maintains over 150 pumping stations, 43,000 manholes
and more than 1,700 miles of sewer pipe. (If that entire piping was laid end to end, it
would form a line that stretched from NCC to Denver, Colorado.) The coordination of
providing new sewer lines to Southern NCC and the rehabilitation of existing lines in the
developed portions of the County have been an ongoing effort. Land Use continues to
coordinate with Special Services to ensure that proper and orderly growth is achieved.
In an effort to protect the environment from the adverse effects of septic systems and
to utilize existing infrastructure, septic elimination projects have been undertaken by
the County. In areas where private septic systems exist in proximity to the public sewer
system, a community septic elimination program is in place to assist with the conversion
from private to public sewer. The average cost is $25,000 per property.

NCC is divided into various Sewer Service Districts. North of the Chesapeake &
Delaware (C&D) Canal, the majority of the generated sewage within this Sewer Service
Area is conveyed to the Wilmington Wastewater Treatment Plant through a network of
sewer pipes and pumping stations via nine major interceptor lines. South of the C&D
Canal, the Sewer Service Area is comprised of five regions: one which is not presently
served by existing sewer treatment and disposal facilities, one privately owned, one in
the Town of Middletown, and two controlled by Nncck,

There are 130,000+ sewer customers that generate more than 50 million gallons of
wastewater per day. The Treasury Division within the Office of Finance is responsible
for setting up sewer accounts for these customers and making sure that they are billed
correctly.

The Sewer Fund is an enterprise fund which self-supports wastewater and
environmental services within NCC. The total cost of the services is financed primarily
by user charges and fees. Per the 2016 Comprehensive Annual Budget Summary (CABS),
funding of sewer services is borne by the wastewater system users. Utility costs, chiefly
treatment costs paid to the City of Wilmington ($18.5 million), comprise 27.6% of the
budget. Salaries and Benefits consume 24.9% and Debt Service requires 25.2% of the
fund's resources. Please see the diagram on the following page for more details.

! Information for this section was taken from the 2012 Comprehensive Development Plan.
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Residential and commercial users are the major revenue sources for the fund.
Residential customers, who represent 97% of the accounts, provide 47% of the user fee
revenues. The largest expenditure for the Fiscal Year 2016 Sewer Fund was the $18.5
million payment to the City of Wilmington for sewage treatment.

HIGHLIGHTS OF THE APPROVED 2016 OPERATING BUDGET (Continued)

New Castle County
Fiscal Year 2016 Approved Sewer Fund Budget

Sewer Charges &
Fees
97.9%

Use of
Money/Property/

Other
Sources of Funds...$72,964,781 2.1%

General &
Administration
8.9%

Debt Service
25.2%

Employee
Compensation
24.9%

Contractual
Services/Other
13.4%

Comm. & Utilities

27.6%
Uses of Funds...$72,964,781
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Significant Deficiencies

DEFIENCY #1 Ehance controls over ensuring sewer accounts are
established fornew construction”

NCC Code Chapter 38, Article 2, Division 38.02.500, Section 38.02.502 states:

“All real properties directly or indirectly connected to any sewer system
operated by the County shall be liable for sewer service charges as
provided in this Division. Both the owner and the occupant of such
properties shall be liable and shall pay the sewer service charges, but the
total joint liability shall not exceed the total amount of the charges ...”

Executive Summary

Testing was done on “new construction” parcels to determine if the appropriate sewer
connection fees were being collected and if sewer accounts were being set up in a
timely manner. Our audit results revealed that sewer connection fees were being
collected appropriately; however, there were customers who were receiving sewer
service from the County but not being billed for this service. This represents missed
sewer revenue for the County.

More than 65 parcels tested were not being billed for the sewer service they were
receiving. This represents approximately $32,000 for one year’s (2015) missed sewer
service revenue and, since some of the properties have had sewer service for more than
one year, an additional amount of approximately $10,000. (We do not have the water
consumption amounts for previous years on these properties, so it is difficult to
estimate the missed revenue for previous years.) There are also several other properties
that need an in-depth analysis to determine if sewer fee revenue is due the County.

The Office of Finance and the Auditor’s Office have worked together to strengthen
internal controls over the process.

Background

Discussions with Finance have indicated that at least 90% of the new sewer accounts
come from “new construction” residential properties. During the property’s closing (the
final step in executing a real estate transaction), the settlement attorney is responsible
for collecting both the sewer and tax payments. These payments are made by the new
parcel owner to pay for services rendered by NCC until the County’s next billing cycle.
For example, if the closing on a new home was in September, the buyer would owe % of

10
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a year of taxes and % of a year of sewer service. The settlement attorney is responsible
for sending these sewer and tax payments to NCC after the closing has taken place. It is
the receipt of these payments that triggers the Office of Finance to set up the property’s
sewer account.

However, our testing revealed that there are some new residential properties where the
real estate taxes are being collected when property goes through closing, but sewer fees
are not, even though the property is connected to the sewer. As a result, sewer
accounts are not being set up in a timely manner for these properties.

In years past, apparently before staffing cuts, Office of Finance personnel were
proactive in their search for missed new residential sewer customers. They used to
follow each new residential project and set up sewer accounts for properties that had
gone through a real estate closing recently, but the closing attorney did not send in a
check for sewer service. The Office of Finance also previously used the Treasury Sewer
Connected Unbilled report to locate parcels that needed new sewer accounts set up.
Due to personnel changes and the belief that other reports provide better information
about missing sewer accounts, it appears that less proactive work is being done to track
down these missing sewer accounts. We learned from subsequent meetings with the
Office of Finance that they are trying to add an additional person in Treasury. Hopefully
one of the responsibilities of the new employee will be to proactively search for missed
sewer accounts.

When sewer billing does not take place in a timely manner, the County has potentially
lost some sewer revenue. Per Delaware Code Title 10, Chapter 81, §8106, the County
can only bill for the prior 3 years. Any sewer service received by the parcel owner, but
not billed for by the County beyond the 3 years, is lost revenue to the County.

As mentioned in the Background section, the fees received for sewer service are
accounted for in the Sewer Fund, an enterprise fund which operates in a manner similar
to private business enterprises. In theory, this means that the cost of the County’s
sewer service is spread over all the paying customers. As a result, the sewer service for
the parcels identified in our testing, that have received such service for free, is
technically being subsidized by the more than 130,000+ NCC sewer account owners.

To ascertain how well the County was collecting possible sewer revenue, we randomly
tested “new construction” to see if all the sewer connection fees were collected and
sewer billing accounts set up. A second test of the “new construction” was performed
using a Treasury Sewer Connected Unbilled report combined with another Treasury

11
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report in order to locate properties that were connected to the sewer system, but were
not being billed for their sewer service.

Sewer Connection Fees

Our testing of “new construction” consisted of randomly choosing 24 parcels for
payment of sewer connection fees during the construction process. These parcels were
reviewed for payment of the capital recovery fee (CRF), payment of the lateral
connection fee (LCF), and whether a sewer account had been set up for the properties.
To test for the sewer inspection fees, housing developments were randomly chosen
from CRF escrow payments. Final development plans were investigated to determine if
the builders paid the required sewer inspection fees for 8 different developments.

Testing of the 24 individual parcels revealed that they had all eventually paid the
required sewer connection fees (CRF and LCF), but that a sewer account was never set
up for one of the parcels. Further investigation revealed that the parcel is a townhouse
rental property and had been occupied for over a year. The tenant had been using the
sewer the entire time without the owner having to pay for the sewer service.

This parcel was one of the townhouses that were developed under the Workforce
Housing (WFH) guidelines, where 6 of the total 27 parcels were to be affordable housing
units. Because these WFH units were not sold outright, they did not go through a
normal closing process with a settlement attorney. The County did not receive checks
for the real estate taxes and sewer during the transfer of ownership of these units,
when the units were transferred from the developer to an LLC that appears to also be
owned by the developer. Further analysis showed that the County did not set up sewer
accounts for 4 of the 6 properties, including our test item. The Office of Finance was
notified of these properties and has since billed them for their sewer service. As a
result, these four properties had sewer service for over a year, but neither the owner
nor the occupant had paid for this service. The average sewer bill for a townhouse in
this area is $220 per year.

Our analysis of the sewer inspection fees for 4 different development plans showed no
difference in our calculation of the sewer inspection fees based on the lineal feet of
sewer shown in Hansen for the project and the amount paid by the developer. Three
other developments showed differences ranging from $250 to $780 for sewer
inspection fees calculated vs. paid. These differences, which we do not consider to be
material, are most likely attributable to changes in the final plans after the amounts
were entered in Hansen. (Hansen only has the capacity to store one value for lineal feet
of sewer used, so if adjustments are made to the development, they are often not able

12
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to be shown in Hansen.) One of the developments chosen was too old to have its
information readily available electronically.

Testing Using Treasury Generated Reports

In an effort to locate unbilled sewer revenue, two other reports that are readily
available to the Office of Finance were analyzed for missing sewer accounts. The first
report used in our testing was the 2015 Water Consumption List which is used in the
sewer bill calculation process. For the last couple of years, the Office of Finance has
stopped using another report, the Treasury Sewer Connected Unbilled report (Unbilled),
to identify possible missing sewer accounts. (They have replaced it with a new
Assessment Rolls SQL report that is generated when the County assesses a parcel for
value.) Our audit included looking at the 2012-2013 Unbilled report to see if any
properties had been missed as potential sewer revenue. (Properties that were classified
as demolition or manufactured homes were not included in our evaluation process.)

The Water Consumption List is prepared by the County (based upon information
received from the vendors) and contains the amount of water used quarterly by
customers for each of the water providers, including Artesian, United, and Tidewater.
The water customers are then paired with their NCC parcel ID and sewer bills are issued.
There were only 240 of 131,085 water accounts that did not have a NCC parcel ID
associated with them. Potential sewer bills were calculated for each of these 240
accounts using the gallons consumed multiplied by the going sewer charge, as if the
parcels were commercial accounts®. There were a few properties that were common to
both the Unbilled report and the Water Consumption List entries that were not paired
with their NCC parcel ID.

Further analysis was performed on 73 accounts that had potential sewer bills over $200.
The accounts were segregated into 2 groups: those accounts that showed water
consumption for all 4 quarters and those that had less than 4 quarters of water
consumption. An assumption was made that those accounts that showed 3 quarters of
water usage or less may be used in irrigation. For example, the Suburban Little League
had a possible $10,000 account, but almost the entire amount of water was consumed
in 1 quarter. Our audit made the assumption that the water consumed was to water
the playing fields and thus no potential sewer service was provided. Locations and

? We realize that residential and commercial sewer fees are calculated differently. We chose to use the
commercial computation method because commercial properties provide 53% of the user fee revenues.

13
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accounts were cross referenced to verify the possibility that the water consumed was
used for irrigation.

Slightly more than 50% of the 73 accounts, however, showed consumption for 4
guarters and many of these accounts had large consumption amounts. Several of these
accounts were for facilities that had their own wastewater treatment plants such as
Delaware City Refining Co LLC and for areas outside the New Castle County sewer area,
such as Middletown. There were also accounts that appear to connect with other cities
and localities outside of New Castle County. Accounts that supplied water to the New
Castle County pump stations were also identified. Once all these types of properties
were filtered out, there were a number of properties that had water consumption year
round but hadn’t been identified as potential sewer clients for the County. This list of
properties was given to the Office of Finance for further research.

We also investigated properties listed on the Assessment Roll SQL report for sewer
accounts. When these properties were combined with confirmed properties without
sewer accounts from the Treasury Unbilled and Water Consumption reports, more than
65 properties were identified. The possible sewer bill amount for these properties was
in excess of $32,000 for the year, not including the amounts due for previous years (an
additional amount of approximately $10,000). In all fairness to the Office of Finance,
the information that the water providers send the County is difficult to use and it
appears that the technology has not been updated in years. As the County is paying for
this data, the Office of Finance should consider requesting it in Excel format and have
the latest contact information for the water customer. Location of the water meter
would also be a big help to assist the County in setting up sewer accounts.

Our testing revealed several opportunities for the County to collect sewer revenue from
parcels that have been receiving sewer service for years, but haven’t been paying for it.
Much of the information used to evaluate the parcels came from GIS (Geographic
Information System) and inspection of County documents. These parcels were then
visited personally to verify that the parcels were occupied and activity was taking place.

e A large new medical complex was identified as a source of missed revenue for
the County. Two of the buildings in the complex have not been billed for their
sewer service for the last couple of years. Another building in the complex was
identified as being under-billed for several years. There was no external vendor
water account associated with the property, so it was billed the minimum
residential amount for sewer. Estimates for the correct amount billed are 5 to
10 times the amount the County has billed in the past.

14
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e A small strip mall that had sewer service for the last two years and had not been
billed for it.

e A credit union that had sewer service but wasn’t paying for it.

e We analyzed nine new townhouse properties that were contained on the new
Assessment Roll SQL report (7-1-2014 to 4-1-2015 spreadsheet given to us by
the Office of Finance). When these properties were checked, a sewer account
had not been set up for any of them.

e Following up on the above item, the new development in which the nine
townhouses were located was tested for sewer accounts. More than 25
townhouses were identified as having sewer service but not paying for it.

e A clubhouse and swimming pool in Southern New Castle County were identified
as having sewer service and not paying for it. We notified the County about this
property and they have billed the entity for 2016. The entity, however, has not
been billed for previous years and there is a question about other water
accounts that might need to be linked to this account.

e Model homes for a new development had sewer service and County records did
not indicate that they were connected to the sewer; however, inspection of the
property and water bills revealed that they were indeed connected to the sewer
system.

e There are other properties that had water usage all year long that need to be
researched by the Office of Finance to see if sewer revenue is due to the
County. The names and addresses provided by the water vendors are not up to
date for these properties and it was hard to investigate them any further
(approximately $30,000 in possible missed sewer revenue). The Office of
Finance will cross-reference these properties against the list of accounts that
have bills manually prepared by the County. If there are duplicates, the list will
be adjusted and this would affect the estimated amount due the County.

Analysis of one of the properties identified may result in an opportunity for the County
to collect real estate taxes as well. Our testing revealed that a for-profit, privately held
company appears to have been subletting property from a tax-exempt organization (a
governmental entity) since the 1990’s.> There is water usage associated with the

* Section 14.06.201, “Eligibility”, states “Property owned by the United States, the State, the County,
incorporated municipalities located in the County, and any agency or instrumentality of any of these
governments and used for governmental purposes shall be exempt from all real property taxes; provided,
however, that such property, irrespective of use, shall be exempt to the extent that the State

15
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property when the external vendor accounts are analyzed, but the County has not billed
the owner of the property.

The Office of Finance should consider some type of formal policy for billing the fire
service meter accounts. One property was identified as having used 2,397,000 gallons of
water through its fire service meter. This is a considerable amount of water used that
may have been treated by the Wilmington Waste Water Treatment plant, which the
County ultimately pays for.

Opportunity to collect sewer revenue is also possible for some of the properties listed in
the 2012-2013 Unbilled report. Many of these properties already have a utility account
set up in Hansen (the computer system used by the County to keep track of parcels).
There are several different boxes that need to be filled out properly for the property to
be billed and for the amount billed to be correct. These boxes include the type of sewer
service (residential or commercial); the sewer billing codes that are used by the County
to determine how much to charge for the sewer service; the water vendor’s external
account number; and the status of the account (Active or Inactive). When the water
vendor’s account number is not entered into Hansen, the correct water consumption
amounts are not entered into the billing process. The missing account number results in
the incorrect amount being billed as seen in the medical complex situation mentioned
earlier. The account status is one of the key determinants in the billing process. If the
account is marked as Inactive, a bill will not be generated. Several of the properties
having sewer service, but not being billed for this service, had their account status
marked as Inactive. For example:

e A new development with 35+ occupied townhouses (mentioned earlier) is
located in Newark and none of the townhouses have sewer accounts. Further
analysis of the parcel IDs for several of the townhouses in both Hansen and
ParcelView (computer system used by the public in parcel search) revealed that
there were no sewer accounts listed, but 9 of these parcels appeared on the
Assessment Roll SQL list created by the Office of Finance to locate properties
that should have sewer accounts added. Some of these townhouses have been
occupied since mid-2013 and have not been billed for sewer. The Code of
Regulations filed with the Recorder of Deeds for the complex states that Artesian

Constitution, the United States Constitution, or any Act of Congress in conformity with the United States
Constitution so requires.”

We have provided information on this situation to the Office of Law and they have agreed to research it.
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will bill each property directly and each unit owner is responsible for the sewer
fees for that unit.

e A similar situation was observed for a clubhouse in a golf community. Once
again a water account is linked to a parcel, but Hansen lists the account as
“INACTVE”, so no sewer bill is created. The “INACTVE” status was also noted for
a commercial property that is a credit union. There was water usage, but no
sewer bill was generated because of the “INACTVE” status listed in Hansen.
Hansen and GIS are wonderful tools, but they shouldn’t replace personal
inspection of the property.

Prior Sewer Account Review

It has also been several years since County management performed a detailed review of
parcels having sewer service but not having a sewer account set up. There were two
such reviews done in the last 12 years that netted sizable new sewer accounts. The
initial project to find parcels that were potentially connected to sewer took place in
2003. There were a substantial number of properties that were identified as having a
sewer connection. Some of the parcels required field verification and/or dye testing to
confirm that the parcels were physically connected to the sewer before the County
could bill them for sewer service. The second project to locate missing sewer accounts
took place in 2011 and started with a smaller pool of parcels that may have been
connected to the sewer, but at the time were not sewer customers. A smaller number
of new customers were added to the sewer rolls. With the advent of more
sophisticated GIS and other computer programs, it should be possible to locate
properties that are missing sewer billing. Personal inspection of the properties should
be done to confirm whether the account has County sewer service or not.

Recommendations

Better controls over setting up a new sewer account are needed. Below are several
ideas that should be considered by the following departments:

Recommendations for the Office of Finance

e To help identify possible parcels that may be connected to the sewer system but
do not have a sewer account, the Office of Finance is now using the Treasury
Assessment Roll SQL report. The Accounting & Fiscal Manager informed us that
many of the exceptions identified in our testing did appear on this report and
that he had distributed, for corrective action, items on this report to different
people on his staff. However, not all of the items were researched and, if
necessary, sewer accounts established. As a result, he informed us that he will
be implementing a control to have a supervisor follow through on all items on

17



FINAL REPORT April 15, 2016

the report to ensure each one has been researched and, if necessary, a sewer
account established.  We agree with the implementation of this control and
believe it should be documented in a formal policy.

e During the January 28" follow-up meeting, we learned the existing Sewer
Connected Unbilled report had been “Enhanced” to provide better data to the
Office of Finance. Treasury informed us that they intend to run in April or May
of this year an updated Assessment Roll SQL report and then update Hansen
with the parcels that need sewer accounts set up. Treasury will then run the
“Enhanced” Sewer Connected Unbilled report to find other parcels that need
sewer accounts set up. The “Enhanced” report will have a start date that will
enable the County to find many of the older properties that have sewer service
but are not paying for it. It is believed that the “Enhanced” report will pick up
the majority of the missed properties. We recommend that a supervisory
review be performed to make sure that the identified parcels have sewer
accounts set up and are billed for sewer service for all the years permitted by
law.

e When a settlement check arrives at the County and only has payment for real
estate taxes, the Office of Finance should investigate the parcel to see whether
the settlement attorney should have sent a check for the sewer as well. Check
the parcel in the real estate Multiple Listing Service (MLS) database to see if it
has Public Sewer or Septic listed under the Utilities section.

e Have a training session for settlement attorneys on the need to include sewer
payments during the closing process. When the yearly sewer amounts are sent
out to the settlement attorneys, remind them that both tax and sewer
payments (if the parcel has public sewer) are due at the time of closing.

e Assign a person dedicated to devising a testing strategy to locate other missed
sewer accounts before the time limit for billing for sewer revenue has expired on
these accounts. Include in this strategy the use of new technologies such as GIS
and mapping programs. This would be a good opportunity for a college summer
intern.

e |t has been several years since a detailed review of parcels missing sewer
accounts was performed. There were two such reviews done in the last 12
years that netted sizable new sewer accounts. The County Auditor’s Office
recommends that such a review take place in the near future. This review
combined with the above recommendation could provide work for a college
summer intern.

e Perform a yearly review of all the “INACTVE” status parcels in Hansen. Cross
check the address of the parcel with the local water provider list of water
customers. Investigate further when water accounts have usage and there is no
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existing sewer account currently set up for that parcel or the parcel has septic.
A note should be put in the Notes section of Hansen detailing why the property
does not have a sewer account associated with the parcel, even though it has a
water account. This documentation would prevent duplicate work in future
searches for missing sewer accounts.

e Require the water vendors to provide more up to date information and that it
be in Excel format. Require current billing customer’s name and location of the
water meter, as well as the location of the customer billed. Treasury should
proactively investigate those water accounts that do not have an assigned
parcel in the system.

e Include an assertion on the tax bill similar to the one found on the sewer bill
stating “You are responsible to pay your sewer service fees and your county and
school taxes, even if you don’t receive a bill.”

e Consider some type of limit to the number of gallons that can be used from a
fire service meter and how this limit will affect sewer charges that should be
levied to pay for the treatment of the water used. (Note: We don’t know
enough about the possibility of companies using water for non-fire purposes
through the fire service meter to comment further on this; however, we believe
it is something that management should research.)

Management’s Response — Office of Finance

The Office of Finance has worked with staff from Land Use and Information Systems to
create a new report to find parcels in the system that, based on the data from the
permitting system, are connected to the County sewer system but not coded to be
billed for sewer service.

Finance has established a new procedure to find and update these parcels. This new
procedure will include the current process to find parcels not being billed through the
Assessment rolls and the new report through the permitting data. The Assessment roll
report will be run and all parcels from this report coded to be billed for sewer and back-
billed as appropriate. After this step is completed, the new report will be run and all
parcels from this report will be coded and back-billed as appropriate. There will then be
a review process of all parcels from both reports. They will be checked to assure that
each has been set up in the appropriate manner with all required billing codes.

The Office of Finance will review staffing levels and determine the ability to have a staff
member dedicated to continually review the system for missed accounts. The Office
will also review the tax bills to add information about the responsibility of paying sewer
bills in like fashion to the note about the tax bills on the sewer bill.
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The recommendations listed in the audit but not specifically mentioned above will also
be considered as we develop policies and procedures for this area.

Recommendations for Office of Land Use

e Require that the information in Hansen be filled out completely, particularly the
portion pertaining to sewer laterals. Inform the plumbers that this information
is vital to the County for setting up new sewer accounts. Consider having
consequences for not filling the form out completely, such as having to attend a
training class. Forms filled out completely will enable the “Enhanced” Sewer
Connected Unbilled report to pick up the parcels that have connected to the
County’s sewer system and should be billed for their sewer service.

e Perform a supervisory review to make sure that the permit forms are being filled
out completely. The information contained within Hansen could then assist the
County in locating unbilled sewer revenue.

e In future versions of Hansen, set up a new code or permit to designate the
process of connecting to the sewer and/or the installation of a lateral that
connects to the sewer.

Management’s Response — Land Use

e This first recommendation has to do with the information on the plumbing
permit being filled out pertaining to the sewer laterals. The auditor originally
assumed checking off the box “sewer” on the Hansen custom tab was used to
generate the lateral report. This is incorrect. Treasury will run an “Enhanced”
Sewer Connected Unbilled report that will read the number of sewer laterals
installed per the contractor via a permit application and the inputted data in the
sewer lateral box. Meetings have taken place with Land Use, IS and Treasury to
confirm the correct data points are being used for the report. Additionally, the
Department had a trigger created by IS that requires new building permits to
have a “lateral” plumbing permit to be linked prior to a close-in inspection.

e As stated above, the Department has created an additional trigger to confirm a
sewer lateral is included in a plumbing permit for new buildings and houses in
the sewer district. As not all plumbing permits include a lateral installation, it is
hard to capture when the application form is “missing” a request for a sewer
lateral. The Department has requested staff and supervisors be conscious of this
request and review permits at issuance and CO for this issue.

e The Department is open to creating a new code or different designation for the
process of connecting to the sewer and/or putting a lateral in. It was discussed
that our current system would require an additional permit fee be charged with
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a new permit but we are hopeful this could be modified in the future versions of
a Land Management system.

Recommendations for Office of Special Services

It has been several years since a detailed review of parcels missing sewer accounts was
performed. There were two such reviews done in the last 12 years that netted sizable
new sewer accounts. The County Auditor’s Office recommends that such a review take
place in the near future. Special Services should coordinate with the Office of Finance
concerning this comment. A college intern could assist on this project.

Management’s Response — Special Services

The Department agrees that periodic reviews should take place to ensure that all
customers that are connected to the New Castle County Sanitary Sewer System are fee
paying customers. The previous two reviews netted customers but the second review
netted much less than the first. The Department feels that once a seamless system is in
place between the Department of Land Use and the Department of Finance then we
could once again perform a review to pick up any missed accounts. The effort is a time-
consuming one and requires logical and rationale skills to tediously view GIS records and
look for patterns or anomalies that do not fit the surrounding observations. Once a
determination is made to commit to further investigation, field work is necessary to
prove or disprove the initial interpolated finding.

DEFIEENCY #2 : Enhance congralver ensuring sewer accounts have
been established for “existing parcel:

NCC Code Chapter 38, Article 2, Division 38.02.500, Section 38.02.502 states:

“All real properties directly or indirectly connected to any sewer system
operated by the County shall be liable for sewer service charges as
provided in this Division. Both the owner and the occupant of such
properties shall be liable and shall pay the sewer service charges, but the
total joint liability shall not exceed the total amount of the charges.
Properties exempt from County taxes are not exempt from the sewer
service charges.”
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Executive Summary

Testing was performed on “existing parcels” wishing to connect to the sewer system to
determine if sewer accounts were being set up in a timely manner and if sewer
connection fees were being collected. Testing looked at a recent septic elimination
project and also 50 random sewer agreements from 2011.

Audit results for the residential septic elimination project revealed that sewer
connection fees were being collected appropriately, but that 10% of the parcels tested
were receiving sewer service without being billed for it. It appears that one parcel may
have even connected to the sewer system without taking out the necessary plumbing
permit. (This is a violation of County Code Chapter 38, Article 2, Division 38.02.000,
Section 38.02.001.A)

The sewer agreement testing showed 10% of the parcels tested did not have a sewer
account. This testing involved both residential and commercial properties. As many of
these projects have had sewer service for several years, there is sewer revenue due the
County.

The estimated revenue for the unbilled sewer service fees for these parcels is in excess
of $22,000 for 2015 and more than $16,000 for prior years. (We do not have the water
consumption amounts for previous years on these properties, so it is difficult to
estimate the missed revenue for previous years.)

Background

Sewer agreements are necessary when owners of “existing parcels” want to connect to
the sewer system in their area. These agreements are executed by the Special Services
Department and are recorded in the Recorder of Deeds Office. These agreements are
necessary for both individual parcel owners that want to connect to the sewer system
and County-sponsored septic elimination projects. Sewer agreements are also
necessary for certain incorporated areas within New Castle County that have their own
building permitting process (e.g., City of New Castle).

Our testing revealed that sewer accounts were not always set up in a timely manner for
“existing parcels” connecting to the sewer system through both the septic elimination
project (5 of 50 parcels, or 10%) we investigated, as well as for properties that executed
sewer agreements with the County through the Special Services Department (5 of 50
parcels, or 10%). The estimated revenue for these unbilled sewer service fees for the
parcels included in our audit is in excess of $22,000 for 2015 and more than $16,000 for
prior years. (This is in addition to the unbilled sewer fees in the previous report
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comment.) More details can be found in the Septic Elimination (p. 24) and Sewer
Agreements (p. 25) sections. Some of the same properties that were identified in the
previous comment as being connected to the sewer, but not having a sewer account,
also showed up in the sewer agreement testing (including the large commercial
property as well as 2 schools). The County was informed of these properties during our
audit and the prior years’ sewer fees have been collected.

The revenue received from these unbilled sewer service fees is just a portion of the
potential amounts that could be recovered if the County does a more thorough
investigation of all the sewer agreements. The Office of Finance believes that the
majority of the properties connecting to the sewer will eventually be detected with their
new testing of properties that show up on the Assessment Roll SQL report. Further
discussions revealed that “existing parcels” connecting to the County sewer system do
not go through an assessment by the County and therefore do not show up on the SQL
report. However, the use of the Enhanced Sewer Connected Unbilled report should pick
up these “existing parcels.”

The fees received for sewer service are accounted for in the Sewer Fund. As an
enterprise fund, the cost of the County’s sewer service is spread over all the paying
customers. As a result, the 76 parcels identified in our testing (in this report comment
and the previous report comment) have received free sewer service that is technically
being subsidized by the more than 130,000+ County’s sewer account owners. Per
Delaware Code Title 10, Chapter 81, § 8106, the County can only bill for the prior 3
years. Any sewer service that was received by the parcel owner beyond the 3 years, and
not billed by the County, is lost revenue for the County.

The Office of Finance and Special Services have both indicated that there are various
reasons why a sewer account may not be established in a timely manner for a parcel
when the taxpayer initiates a sewer agreement to be connected to the NCC sewer
system. Some of these are:

e Sewer agreements can often be initiated years before the parcel building will be
connected to the sewer system. This time delay is true for both the parcel owner
that wants to connect to the existing sewer system and the parcel owner that is
participating in a septic elimination project. As a result of this time delay, there is no
real tracking done of these parcels to see when they connected to the sewer system.

e Also, under the prior septic elimination project guidelines, which were in effect for
the project we audited, a parcel owner was not obligated to connect to the sewer
system until the owner’s septic system failed. The current septic elimination
program (Ordinance #004038 was approved by Council in July of 2004) requires that
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70% of the property owners need to support the septic elimination project. Support
from 70% of the service area now commits 100% of the property owners within the
petitioned area. Setting up sewer accounts in a timely manner will be much easier
under the new guidelines. At this point, there are no septic elimination projects
scheduled using the new guidelines.

e After the sewer agreement is signed and the parcel owner is ready to connect to the
sewer system, a plumbing permit is necessary. However, there appears to be very
little follow-up to ensure a sewer account is established once the parcel is connected
to the system. In all fairness to the County, every year there are thousands of
plumbing permits filed, with just a few of these for connecting to the sewer system.

e The format of the NCC Plumbing Permit provides an entry on it for recording the
diameter of the sewer lateral pipe that was installed connecting the permitted
building to the sewer system. Some of the parcels in our audit sample that were
missing sewer accounts did not have this part of the plumbing permit filled out. As
mentioned earlier, a plumbing permit is required to connect to the County’s sewer
system, but the permit does not have a dedicated code indicating whether or not
the property is connecting to the sewer system. The building permit also has
information about whether the property has public sewer or septic system, but a
building permit is not required to install a sewer lateral; just a plumbing permit is
needed.

e Follow up to locate sewer revenue is difficult when a parcel owner executes a sewer
agreement with Special Services, but lives in an incorporated area within the County
that issues its own building permits. Our testing revealed that there is little follow-
up to ensure a sewer account is set up once the parcel owner connects to the sewer
system.

Septic Elimination Project Testing

For a recent septic elimination project, we tested 56 properties to see whether a sewer
account had been established. Six of these parcels already had connected to the sewer
system in another project and had sewer accounts. Of the remaining 50 parcels, our
testing revealed the following:

e One of the properties appears to be connected to the sewer, but never took out
the required plumbing permit to connect to the sewer. This parcel has not been
billed by the County for its sewer service. (MLS lists the property as having
public sewer and well water. We did not physically inspect the property.)

e Based on the information in the plumbing permits during the period of our
audit, there are four other properties that are connected to the sewer system
but are not paying sewer service charges. (One of these properties has since
paid their sewer bill after we completed our testing.)
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a. It appears that one of the properties has been receiving free sewer service
since the project was completed in 2011.

b. Two of the properties have had sewer service since late 2012.
c. The final property connected to the public water and sewer in 2014.

d. We estimate the missed sewer revenue for these properties to be $896 for
FY 2014 and S$1,110 for FY 2015, taking into consideration that these
properties have wells. (Parcels with wells pay 85% of the average bill. The
2015 well rate is $222.)

e In our testing, we found that New Castle County offered homeowners the
option of paying the septic elimination project fees over a period of time with
interest. Four parcels from this project still owed the County on their sewer
agreement payments. The amounts still due to the County range from $335 to
$1,634, with a total amount outstanding of $4,155.25. The homeowners
continue to pay on a quarterly basis. As this project was undertaken under the
prior septic elimination program, liens have not been filed on behalf of the
County to recoup these fees when the property is sold. The County has been
fortunate in that these parcel owners have continued to pay their septic
elimination project fees, which will be paid off soon. Going forward, the County
should file liens when the septic elimination project fees are financed by the
County.

Sewer Agreements Testing

As mentioned earlier, there is a time lapse between when a sewer agreement is
executed in Special Services and when the property actually connects to the sewer
system and should be billed for sewer service. For this reason, we tested sewer
agreements in Special Services’ S computer drive for 2011. Fifty sewer agreements
were tested from various locations within the County, including five from incorporated
areas within the County. Thirty-six of the properties tested were connected to the
sewer system and had been billed timely for their sewer service. Of the remaining 14
properties, we investigated half of them based on the potential size of the account. We
visited the location and determined that at least five of the properties had sewer service
and were not being billed for the service. Our audit revealed:

e A commercial property that has been in service for almost 2 years was identified
as having sewer service, but the establishment had not been billed for sewer.
(The County was notified of this large rehabilitation facility and the business is
now paying for its sewer service.)
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e Two educational properties were identified as sewer customers not paying for
their service. (The County was notified of these properties and the school
district is now paying for its sewer service.)

e During the investigation of a sewer agreement, we found a swim club paying the
residential minimum rate because there was no water consumption associated
with the property. The County needs to investigate this situation further and
bill the swim club according to its water consumption.

e The Office of Finance was notified of these large properties and the Office has
collected more than $33,000 in sewer fees.

The County’s ability to back bill for sewer service is limited by State law to 3 years. One
of the parcels from the incorporated areas took out a plumbing permit to pay for sewer
connection fees in 2004, but did not sign a sewer agreement until 2011. The area that
this parcel is located within is completely public water and sewer. The parcel had an
Artesian bill during the last sewer billing cycle, but the parcel was not sent a sewer bill.
We were unable to test prior years due to lack of water usage data for this property.
(Because this property is within the incorporated area of the City of New Castle, the
sewer billing is done differently than the rest of the County.)

Sewer Inspection Acceptance Reports

The County maintains more than 1,700 miles of sewer pipe. Inspecting these miles of
sewer pipe is one of the responsibilities of the Special Services Engineering &
Environmental Services Division. They also inspect new sewer pipelines to see if they
meet the County’s specifications before these new pipes are accepted as part of the
County’s sewer system. The County inspects sewer pipelines that are constructed for
new developments, as well as private sewer lines that have been constructed and will
be turned over to the County.

Special Services keeps a copy of the Sewer Acceptance Record for all new
developments. Although these records have the lot numbers of the properties accepted
vs. their parcel IDs, it isn’t hard to determine which properties should have sewer in the
near future. In this record, the County formally documents when a particular section of
sewer in the development is accepted as part of the NCC sewer system.

Special Services also inspects privately constructed sewers and creates a Sewer
Inspection Acceptance Report that is approved by the Chief Construction Inspector,
Chief of Project Management, and Assistant County Engineer. The Acting General
Manager of Special Services also approves some of these reports. We did not
specifically audit this area in Special Services, but did look at random reports created.

26



FINAL REPORT April 15, 2016

We noted an acceptance report from early 2013 for the large rehabilitation facility
mentioned earlier that wasn’t billed in a timely fashion. We also noted an acceptance
report for a large clubhouse and pool that was accepted in May of 2011. This facility
was just recently billed by the County for its sewer service fees for 2016, but not for the
prior years.

Recommendations

Better controls over setting up sewer accounts are needed for “existing parcels.” Below
are several ideas that should be considered by the following Departments:

Recommendations for the Office of Finance

e During the January 28" follow-up meeting, we learned the existing Sewer
Connected Unbilled report had been “Enhanced” to provide better data to the
Office of Finance. Treasury informed us that they intend to run in April or May
of this year an updated Assessment Roll SQL report and then update Hansen
with the parcels that need sewer accounts set up. Treasury will then run the
“Enhanced” Sewer Connected Unbilled report to find other parcels that need
sewer accounts set up. The “Enhanced” report will have a start date that will
enable the County to find many of the older properties that have sewer service
but are not paying for it. It is believed that the “Enhanced” report will pick up
the majority of the missed properties, including the “existing parcels.” We
recommend that a supervisory review be performed to make sure that the
identified parcels have sewer accounts set up and are billed for their sewer
service for all the years permitted by law.

e Consider coordinating with the Office of Special Services’ Engineering &
Environmental Services Division when they file their Sewer Inspection
Acceptance Reports to identify new parcels that will soon have sewer service.
Work together to develop a plan on how to use the sewer inspection reports
mentioned in the above section to enter parcels in the sewer billing system.

Management’s Response — Office of Finance

The Office of Finance has worked with staff from Land Use and Information Systems to
create a new report to find parcels in the system that, based on the data from the
permitting system, are connected to the County sewer system but not coded to be
billed for sewer service.

Finance has established a new procedure to find and update these parcels. This new
procedure will include the current process to find parcels not being billed through the
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Assessment rolls and the new report through the permitting data. The Assessment roll
report will be run and all parcels from this report coded to be billed for sewer and back-
billed as appropriate. After this step is completed, the new report will be run and all
parcels from this report will be coded and back-billed as appropriate. There will then be
a review process of all parcels from both reports. They will be checked to assure that
each has been set up in the appropriate manner with all required billing codes.

The Office of Finance will discuss the Sewer Inspection Acceptance reports with Special
Services to see if these would help in this process.

Recommendations for the Office of Land Use

e Require that the information in Hansen be filled out completely, particularly the
portion pertaining to sewer laterals. Inform the plumbers that this information
is vital to the County for setting up new sewer accounts. Consider having
consequences for not filling the form out completely, such as having to attend a
training class. Forms filled out completely will enable the “Enhanced” Sewer
Connected Unbilled report to pick up all the parcels that have connected to the
County’s sewer system and should be billed for their sewer service.

e Perform a supervisory review to make sure that the permit forms are being filled
out completely. The information contained within Hansen could then assist the
County in locating unbilled sewer revenue.

e In the future versions of Hansen, set up a new code or permit to designate the
process of connecting to the sewer and/or the installation of a lateral that hooks
up to the sewer.

Management’s Response — Land Use

e This first recommendation has to do with the information on the plumbing
permit being filled out pertaining to the sewer laterals. The auditor originally
assumed checking off the box “sewer” on the Hansen custom tab was used to
generate the lateral report. This is incorrect. Treasury will run an “Enhanced”
Sewer Connected Unbilled report that will read the number of sewer laterals
installed per the contractor via a permit application and the inputted data in the
sewer lateral box. Meetings have taken place with Land Use, IS and Treasury to
confirm the correct data points are being used for the report. Additionally, the
Department had a trigger created by IS that requires new building permits to
have a “lateral” plumbing permit to be linked prior to a close-in inspection.
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e As stated above, the Department has created an additional trigger to confirm a
sewer lateral is included in a plumbing permit for new buildings and houses in
the sewer district. As not all plumbing permits include a lateral installation, it is
hard to capture when the application form is “missing” a request for a sewer
lateral. The Department has requested staff and supervisors be conscious of this
request and review permits at issuance and CO for this issue.

e The Department is open to creating a new code or different designation for the
process of connecting to the sewer and/or putting a lateral in. It was discussed
that our current system would require an additional permit fee be charged with
a new permit but we are hopeful this could be modified in the future versions of
a Land Management system

Recommendations for the Office of Special Services

e As mentioned in the previous report comment, it has been several years since a
detailed review of parcels missing sewer accounts was performed. There were
two such reviews done in the last 12 years that netted sizable new sewer
accounts. The County Auditor’s Office recommends that such a review take place
in the near future. Special Services should coordinate with the Office of Finance
concerning this comment. A college intern could assist on this project.

e Coordinate with the Office of Finance concerning sewer agreements, so that
parcels connecting to the sewer system will receive timely bills. Pay particular
attention to those parcels that have executed a sewer agreement in an
incorporated area that issues their own building permits. Consider sending an
email to the Treasury area directly when a sewer agreement is signed, notifying
Treasury of an upcoming sewer customer.

e Consider coordinating with the Office of Finance when the Engineering &
Environmental Services Division of Special Services files their Sewer Inspection
Acceptance Reports. Both departments should work together to develop a plan
on how to use the sewer inspection reports as an indicator for parcels that will
soon have sewer service that is operational.

Management’s Response — Special Services

e The Department agrees that periodic reviews should take place to ensure that all
customers that are connected to the New Castle County Sanitary Sewer System
are fee paying customers. The previous two reviews netted customers but the
second review netted much less than the first. The Department feels that once a
seamless system is in place between the Department of Land Use and the
Department of Finance, then we could once again perform a review to pick up
any missed accounts. The effort is a time-consuming one and requires logical
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and rationale skills to tediously view GIS records and look for patterns or
anomalies that do not fit the surrounding observations. Once a determination is
made to commit to further investigation, field work is necessary to prove or
disprove the initial interpolated finding.

e Execution of a sewer agreement, while useful to show intent to connect to the
sewer system, is not a good time to notify Treasury of a new sewer customer. It
could be years before someone actually connects to sewer from the time when
the sewer agreement is signed. The best coordination is between LU, the
permitting agency (plumbing) for the sewer hook-up, and Treasury at the time
the permit is drawn. The trigger could be the issuance of a C of O, or plumbing
permit close-outs.

e Foranincorporated area where the County maintains the sewer and controls the
capacity/sewer agreement but not the plan review/permitting/inspection
process, the Department could notify Treasury of an impending agreement and
then assist in developing communication with the incorporated area officials
responsible for issuing C of O’s so they notify Treasury when a C of O is issued.

e When the Department files the Sewer Inspection Acceptance Report, it only
identifies portions of the sewer system within the new subdivision that have met
our standards for installation and are now ready to accept sewer flows. There
may or may not be any permitted activity on the street where the sewer is
accepted and it could be quite a while before any “customers” are hooked in.
Usually, when permits for construction are obtained where there is available
sewer and the C of O is finally issued is when Land Use would notify Finance of
the active customer. As with the sewer agreements mentioned above, there is
such a long lag time between acceptance of sewer, any notification could be pre-
mature and forgotten over time.
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Other Reportable Items

#3 . Ensure all CapitaRecovery Fees are collected before issuing a
Certificate of Occupancy (permanent or temporary).

New Castle County Code (Code) Chapter 38, Article 2, Division 38.02.000, Section
38.02.014 states:

“The Department of special services shall charge the following fees for
connection to the sanitary sewer system.

Capital recovery fee

Lateral fee

Sewer inspection fee

SSSA interim service charge.”

ALWNR

New Castle County Code (Code) Chapter 38, Article 2, Division 38.02.000, Section
38.02.012 states:

“The costs of new treatment works, sanitary sewer interceptor or trunk
line construction shall be borne by the prospective users of such
treatment works, interceptor or trunk line... and no certificate of
occupancy shall be issued for the structure until the appropriate
contributions have been paid”.

County Code requires that all sewer connection fees be paid before the Certificate of
Occupancy (CO) or Temporary Certificate of Occupancy (TCO) is issued for the structure.
However, our testing of 24 parcels for proper payment of sewer connection fees
revealed two parcels in which the capital recovery fees were not paid when the
temporary Certificate of Occupancy was issued. As a result, the County did not collect
$2,202 of capital recovery fees between the two parcels before the TCO was issued.
The County was also owed other fees totaling $6,616 for sewer fees, inspection fees and
impact fees. (These fees were subsequently paid months after the TCO was issued.)

These parcels were subsequently sold and recorded by the Recorder of Deeds office, still
with outstanding fees due to the County. Almost two months later (September 30,
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2013), the fees were paid to the County and a permanent CO was issued. A permanent
CO is not required for a property to be sold.*

During the audit, we learned that when a TCO is issued, the Hansen System was not
programmed to recognize that all fees must be paid at the time of issuance. Fortunately,
only a handful of TCOs are issued each year. We were informed that Hansen was
subsequently modified to require payment before a TCO is issued.

Recommendation

Recommendation for Office of Land Use

Verify that Hansen has been updated not to issue TCOs if fees are still due to the
County.

Management’s Response — Land Use

This request has been reviewed and steps were implemented to not allow a TCO to be
issued for a project unless all outstanding permit fees are paid, including sewer capacity
and service impact fees. The fix created by IS is in place and verified weekly through the
TCO report managed by the Inspections Section. All fees are current and will be
collected before a TCO is issued. Additionally, all employees were sent a reminder on
this procedure in February of 2016.

* We were informed by the Office of Land Use that the County places liens on certain outstanding fees
due the County (i.e., overdue property maintenance recoveries over $200 and unpaid tickets over $200),
but not on sewer connection fees. We spoke to the Office of Law who informed us that the County is
considering filing liens for other Land Use items but not sewer connection fees, i.e., Chapter 40 (UDC) and
Chapter 6 (Building Code) violations. Law informed us that it’s possible the County would have to initiate
a debt action, and obtain a judgment, for the County to collect sewer connection fees.

We discussed with the Recorder of Deeds (Deeds) Office the possibility of Deeds, before recording a
property, checking Hansen to see if any outstanding fees are due the County. However, Deeds does not
have the legal authority to not record a document for this reason. (It is up to the title searcher to
determine if there are any liens/judgments on the property.) As long as the document submitted for
recording meets the legal qualifications in State Code, Deeds has the obligation to record it.

Since we don’t believe the amount of uncollected sewer connection fees is substantial and Hansen has
now been modified to require payment before a TCO is issued, we are not pursuing this issue further at
this time.
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#4 . Update Caunty Code regarding sewer connection fees.

The New Castle County Code (Code) Chapter 38, Article 2, Division 38.02.000, Section
38.02.014 states:

“The Department of Special Services shall charge the following fees for
connection to the sanitary sewer system:

1. Capital recovery fee

2. Lateral fee - Lateral fee. A lateral fee is assessed by the Department of
Special Services to cover the cost of providing a lateral stub to the
property line and for inspecting and processing the tie-in of the on-site
sewer to the stub. The Department of Special Services shall establish
fees to cover the varying county costs that may be required for
different types of installations. If a building permit is required for the
lot or parcel, the lateral fee shall be paid in full at the time of building
permit application

3. Sewer inspection fee

4. SSSA interim service charge.”

In the testing of 24 parcels for payment of sewer connection fees, we noted that $101
was collected for the lateral connection fee (LCF). This amount collected for LCF is an
administrative fee only and is the same for any residential parcel connecting to the
sewer, whether it is a single-family detached, a townhouse, or an apartment.
Commercial properties are also charged an LCF of $101 for each connection. The LCF
does not cover the cost of providing a lateral stub to the property line as stated in the
NCC Code above.

The County decided years ago that it was no longer in the business of providing a lateral
stub to the property line. Property owners now need to find certified contractors to do
this work if they want to connect to the NCC sewer. However, legislation detailing the
change in LCF was never crafted to change the County Code to reflect this change in

policy.

We also observed that the capital recovery fees collected for properties below the C&D
Canal are being collected, but the SSSA (Southern Sewer Service Area) Charge is not.
Ordinance #06-041 was passed to change Chapter 38 of the New Castle County Code so
it was consistent with the practice of collecting capital recovery fees from parcels north
of the C&D Canal. The Ordinance replaced the SSSA sewer impact fees collected from
parcels south of the C&D Canal with capital recovery fees to offset the cost of new
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sewer infrastructure in the SSSA and collect an SSSA interim service charge. This interim
service charge was estimated to be between $1,000 and $2,000 per EDU. Our testing
revealed that the County does not presently collect the SSSA interim service charge fees
for properties developed below the C& D Canal. Special Services, Finance, and the
Executive Office decided that it wasn’t appropriate to collect the SSSA interim service
charges anymore for these properties. However, legislation to this effect was never
crafted to change the County Code to reflect this change in fee policy.

Recommendation

We recommend that County Council craft legislation to update Chapter 38, Article 2,
Division 38.02.000, Section 38.02.014 to reflect the changes in County policy concerning
sewer lateral connection fees and SSSA interim service charges.

Management’s Response

The County Auditor’s Office discussed this situation with the Finance Committee Co-
Chairs and they are considering crafting legislation to address this.

#5 . Lack offormal policies andprocedures for connecting to the sewer,
determining and collectingsewer connection feesand the establishment

of sewer accounts Consider establishing supervisory reviews over key
internal control points in the processes.

During our evaluation of the processes for connecting to the sewer system, collecting
sewer connection fees, and the establishment of sewer accounts, we noted that there
are very little formal policies and procedures in these areas.

These processes cover multiple areas (Special Services, Land Use, Finance) and, without
formal policies and procedures, it is hard to determine which area has responsibilities
for various aspects of the processes.

The various departmental personnel are very knowledgeable on their pieces of the
processes; however, when they are on leave for vacation, sick, etc., there is the
possibility that there will be inconsistencies on how various items will be handled.
Written policies and procedures are also helpful for cross training and for transitioning
someone new into the job.
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We also believe that supervisory reviews would be helpful at key internal control points
in the processes. Supervisory reviews decrease the risks that transactions in these
departments may not be processed in accordance with the area’s policies, procedures,
and relevant laws. A supervisory review is performed to ensure the key internal control
is functioning as intended; periodic review by supervision can often spot problems and
provide solutions to problem areas. For example, as indicated in the first two comments
in this report, Finance will be implementing a supervisory review to ensure staff
members are following through on the items on the reports which identify possible
parcels connected to the sewer system but not having sewer accounts.

Recommendation

We recommend that representatives of Special Services, Land Use, and the Office of
Finance meet and review their areas’ responsibilities in customers connecting to the
sewer system, determining and collecting sewer connection fees, and setting up new
sewer accounts. Each area should then write their own policies and procedures manual
dealing with these areas. Also, each area should determine the key internal control
points in the processes and consider implementing a periodic supervisory review to
ensure the internal control is functioning as intended.

Management’s Response — Office of Finance

The Office of Finance will institute a new expanded procedure as discussed with the
Auditors. This procedure will use the existing Assessment Roll report and add the new
Permitting Data report along with a review process. The policies and procedures
manual will be updated to include this new process.

Management’s Response — Land Use

Per the Senior Staff Auditor: these are general comments for all areas. The policy and
procedures requested from Land Use were appropriate and ensure sewer fees are
collected but not all Land Use policies and procedures were reviewed. The Department
will continue to update/create applicable policies and procedures for our staff.

Management’s Response — Special Services

Special Services has a formal set of procedures for connection to the sewer system
(“Sewer Agreement Sequence of Events” and “Sequence of Events for Single Sanitary
Sewer Connection”) both of which are part of our formally bound Sewer Capacity
Manual.
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Special Services has a formal process for determining and collecting sewer connection
fees, which we call Capital Recovery Fees, through our Sewer Agreement which is Part Il
of the overall LIDIA (“Special Services Policy #15: Sewer Connection Fees” and “Fee
Calculation”). The sewer agreement specifically spells out when the sewer fees are to
be paid.

We thought establishment of accounts was tasked to Land Use and Finance to make
sure they communicate to establish a sewer account. There is not much more Special
Services can spell out in this regard.

Please see the attached®:

e Sewer Agreement Sequence of Events

e Sequence of Events Single Sanitary Sewer Connection
e Special Services Policy #15: Sewer Connection Fees

e Fee Calculation

> Note: We reviewed these documents but have not attached them to this audit report. Although we
think these documents are good ones, we still believe detailed procedures are necessary for sewer

agreements.
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